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ECONOMIC TRENDS REPORT - SWEDEN 


KEY ECONOMIC INDICATORS: SWEDEN 


All value figures converted to millions of U.S. dollars and rounded off.! 
Memorandum items represent period averages (unless otherwise indicated). 


Percentage Change in Volume 
GDP BY COMPONENTS 1979 1978 1979 1980 


Private Consumption 7 
Total Public Consumption 30 ,480 

Central Government 9,180 
Gross Investment 20,210 
Inventory Formation -330 
Exports 27 , 330 
less Imports 28 ,030 
GDP at Market Prices 101,850 
GDP at Constant 1975 Prices 69 ,580 
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MEMORANDUM ITEMS 1978 1979 


Industrial Production Index + 1.0% + 6.1% 

Disposable Income 

Average Hourly Earnings +10.7% + 7.64 

Labor Force (in Thousands) 4,115 4,176 ] 
Average Unemployment Rate 2.2% 2.1% N/A 
Central Bank Discount Rate, Year End O.2 9.0 10.04 4 
Yield on Industrial Bonds 9.98% 9.98% 10.754 4 
Producer Price Index (1968=100) + 6.2 +10.8 

Consumer Price Index (1949=100) +10.1% + 7.0% 


TRADE AND BALANCE OF PAYMENTS! 


Exports 21,800 27 , 600 + 122% 
U.S. Share 6.4 6.14 5 N/A 
Imports 20 , 600 28 ,400 + 132% 
U.S. Share fa te 5 N/A 
Balance of Trade +1,200 -400 -1,000 
Balance on Current Account + 300 -1,700 -2,900 
Balance on Capital Account +1,200 +2, 300 N/A 
Residual -800 -1,300 N/A 


Gold & Foreign Exch. Reserves, Year End 4,100 3,600 N/A 


Main imports from U.S. (1978): Machinery, appliances, and telecommunications 


equipment, 507; Chemicals, pharmaceuticals, and plastic materials, 229; Foods, 
beverages, and tobacco, 144; Instruments and optical goods, 119; Motor vehicles and 
other means of conveyance, 35; Metallic ores and metal scrap 30; Coal and coke, 21. 


Sources: Ministry of Economic Affairs and the Budget, Central Bank of Sweden, 
Central Bureau of Statistics, and Economic Research Institute. 


Footnotes: 1 Average exchange rates: 1978 $1.00 = SEK 4.51; 1979 $1.00 = SEK 
4.28; Estimate 1980 $1.00 = SEK 4.2. 2 Forecasts in Preliminary National Budget 
dated January 1980. 3 Expressed as a percentage of previous year's GDP. 4 As of 
January 18. 5 January-September. 6 Unofficial Embassy imputation. 





SUMMARY 


Economic recovery, which began in Sweden in 1978, was consolidated in 1979. 
However, the rate of increase in industrial investment remained low, and 
total industrial production has still not returned to the peak of 1976. 
Demand grew slightly less than 6 percent in volume during 1979 and will 
probably grow by about 3.5 percent in 1980. The year-on-year rate of 
inflation in the CPI, which had dropped to 7.5 percent in December 1978, 
was back up to 9.8 percent in December 1979. 


The main impetus for these increases was from oil prices, but labor costs 
could easily increase enough to push the rate even higher in 1980. 
Pressure on Sweden's export prices would make it difficult to score 
further recovery of the market shares lost abroad in 1975-77. Strong 
export growth is needed to reduce the current account deficit. Although 
1980 will almost certainly not see another import explosion such as that 
of 1979, the deficit could exceed $4 billion this year. 


In the longer terms Sweden faces the need to make difficult transitions. 
Investment must be increased in the profitable areas of manufacturing 
which can compete abroad. In order to finance such investment, limits on 
consumption in the public and private sectors must be set, and their 
share of national income must be reduced. Despite the slowdown in 
imports which this implies, U.S. exporters are in a favorable position to 
score further expansion of their shares of the Swedish market, thanks to 
the price-competitiveness of dollar-priced goods and services. Notably 
good opportunities are looming in the leisure and health-care sectors, 
and in the Swedish markets for investment goods, especially computers. 
Prospects for U.S. investors are also good in certain areas. 





~ Sie 
A. CURRENT ECONOMIC SITUATION AND TRENDS 


Short-term prospects for the economy are mixed. Officially the 
Government expects GDP to grow at a real rate of 3.6 percent in 1980. 
However, that is now widely considered too optimistic. Even Government 
spokesmen have said publicly that 3 percent is more likely. 


Exports were the stimulus for Sweden's economic recovery in 1978/1979, as 
they have been in every post-war upswing. Real growth of exports (in 
national-income-account terms) reached 7 percent in each of those years. 
Even were world trade to grow by 3 percent (the GOS' optimistic official 
estimate) in 1980, Sweden's exports would still grow by only around 4 
percent and that assumes the Swedes will win back some of the market 
shares they lost in 1976/1977. In 1979,exporters apparently concentrated 
on improving their profits via increased prices rather than by attempting 
to expand sales and markets. This resulted in an upward movement in 
export prices by an average of 12 percent over 1978. Such a price 
increase in 1980, especially if combined with a slow-down in the growth 
of world trade, would probably result in an export growth rate of more 
nearly 3 percent. 


Private consumption grew by an estimated 2 percent in 1979, as price 
increases cut into disposable income and drastic increases in oil prices 
helped indirectly to keep the savings rate high. Assuming reasonable 
wage increases in 1980, and taking account of recent income-tax 
decreases, the Government forecasts an increase in real disposable income 
of around 2 percent, but that may well be too high by as much as one 
percentage point. With a probable slight drop in the savings rate, the 
increase in consumption would be about 1.5 percent. 


Gross investment would rise at a real rate of 4.7 percent in 1980 if 
industrial investment should go up by 10 percent, as the Government 
forecasts. Although firms continue to be highly liquid on average, we 
believe a rate of 5 percent for industrial investment and 3 percent for 
gross investment will be more likely. Capacity utilization rates remain 
relatively low, and profits are not only still below average rates of 
return but even below average returns during post-war recession years. 


The public sector is forecast to increase consumption at a real rate of 
only 2.7 percent in 1980, versus 4.5 percent in 1979. The low rate is 
predicated on holding local governments to a rate of increase of 4 
percent, a rather unlikely event given the historical trend and announced 
attitudes of local officials. Something approaching 5 percent is more 
likely for local governments, with an overall public-sector growth rate 
of around 3.5 percent. 


On balance, it appears that GDP will probably grow by between 2.5 and 3 
percent in 1980. 


Inflation dropped to an average annual increase of 7.2 percent in the CPI 
during 1979. By December, however, the CPI stood almost 10 percent over 
the December 1978 figure. Four percentage points of the increase were 
directly attributable to imports (mainly oil), and another 2 points were 
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due to increases in indirect taxes and other government-controlled 
charges. Given the general degree of under-utilization of capacity in 
the. Swedish economy, there is no real prospect of excess demand. The 
danger now is that the current collective bargaining round may add strong 
cost pressure. Both blue- and white-collar unions are very concerned 
that prices may rise by some 10 or-15 percent, in which event a 10 
percent increase in wages would represent a decline in real income. On 
the other hand, wage increases above that rate would simply generate even 
more inflation and possibly mean even less real income. We are very 
tentatively assuming a wage cost increase of only 10 percent, and unit 
labor cost increases of 6 percent. Even if those assumptions prove 
correct, the rate of increase in the CPI will probably exceed 10 percent, 
for the January index figure was already 8 percent above the 1979 
average--the largest one-month jump ever recorded in that index. 


The current account deficit will increase further in 1980, to SEK 17 
billion or more. Depleted inventories were refilled and consumers caught 
up on some postponed consumption in 1979, so there is little chance that 
1980 will. see another volume increase in imports as high as 13 percent. 
Nevertheless, a volume growth of 5 percent, combined with an oil bill in 
excess of SEK 30 billion, will probably result in a trade deficit of 
around SEK 8 billion. The official trade deficit forecast of SEK 4.5 
billion was recently revised upwards, we understand, by around 3 
billion. Thus, even the Government is expecting a current account 
deficit of as much as SEK 16 billion. (These figures are in no way 
comparable with trade figures reported previously by the Swedish 
Government. Recent investigation has shown undercounting by as much as 
$2.5 billion in goods and services exports in 1978.) 


The increased current-account deficit in 1979 meant a sizable drawing 
down of foreign exchange reserves, from a peak of SEK 20 billion in 1978 
to around 15.6 billion in January 1980, despite official borrowing abroad 
to the tune of SEK 11 billion. The primary reason for the decline in 
reserves was the reluctance of Swedish firms to borrow abroad when interest 
differentials were unfavorable and liquidity at home was relatively high. 


Despite the evident threat of inflation, fiscal policy remains rather 
expansive. The Government's estimate is that the public-sector impact on 
the economy will be neutral in 1980, but that assumes a decline in the 
growth rate of municipal and county spending--a dubious assumption. In 
1979 the public-sector impact was evidently over 4 percent of GDP, versus 
a forecast of 3.5 percent. We think 1 percent can be expected in 1980. 
Moreover, a sizable portion of the net public-sector deficit of SEK 32 
billion will be financed by borrowing from the Riksbank and the banking 
sector. This increase in liquidity is worrying many observers. 


Monetary policy at this moment is aimed at counteracting the liquidity 
created by public-sector deficit spending, and also at encouraging 
private capital inflows. The latter will increase the share of the 
private sector in financing the current-account deficit. The offical 
discount rate was raised to a historic 10 percent in January, and cash 
and liquidity reserve requirements were also boosted. Banks may now 
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borrow only up to 50 percent of their total capital before being forced 
to borrow at penalty rates. The year-on-year rate of growth of the money 
supply (M3) in the first half of 1979 was around 16 percent. In the 
second half of the year, however, that rate was brought down to around 11 
percent. Indications are that the Riksbank will seek to keep the rate in 
1980 at least somewhere near the lower figure. 


Unemployment will probably continue to drop in the first half of 1980, 
but almost certainly will swing upwards again in the second half of the 
year. Industrial production will also continue to increase, but will 
probably not get much above the 1974 peak before the slowdown sets in. 
Order books, which showed steady increases throughout most of 1979, 
appear to have stagnated in the fourth quarter and to have declined in 
December. 


The continuing current account deficit is the most visible indicator of 
imbalance in the Swedish economy. As the trade surpluses which financed 
growing service and transfer deficits in the 1960's dwindled into 
apparently chronic deficits in the 1970's, the external accounts were 
balanced by foreign borrowing. From a net creditor position of SEK 13.8 
billion in 1974 Sweden has gone to being a net debtor of some SEK 25 
billion in 1979. In the 1980's over one percent of nominal national 
income will be needed to pay the interest on this debt, and as much as 2 
percentage points of real growth per annum must go into net trade if 
Sweden is to return to balance by the mid-80's. 


The public sector has long been accused of excessive spending, but 
financial savings in that sector were in fact positive until 1977, when 
the mounting cost of counter-cyclical operations and increasing number of 
pensioners with increased benefits offset the positive effects generated 
by the social security system. In the 1980's Swedish social security 
will be giving out about as much as it takes in, so any savings must come 
from a reduction in the deficit between other public-sector expenditures 
and revenues. 


Households, whether to protect the real value of their savings, or simply 
as a hedge in times of uncertainty, actually increased their savings 
rates to almost 11 percent in the late 1970's. Even if inflation rates 
do not drop much in the early 1980's this personal savings rate will 
probably decline to a more traditional 8 percent. 


If no increase in savings can be expected from households, and only a 
little from the public sector, the major increase must come from 
enterprises, which were heavily on the negative side in the mid- to late 
1970's. The Government's medium-term survey estimates that profits must 
rise during the 1980-83 period enough to reduce the net savings deficit 
in this sector by a total of some SEK 18 billion. 


At present,it appears that national income can grow by at most 3 percent 
in volume during the next five years. With large amounts already set 
aside for the increasingly large inactive segment of the populaticn, and 
with the need to increase business profits substantially, very little is 
left for increasing consumption by private households. The medium-term 





survey estimated that private consumption could grow by a maximum of 1.3 
percent per year in real terms during 1978-83. That figure, like others, 
now appears too optimistic. Moreover, the share of total consumption 
(public and private) must be brought from the 81 percent of national 
income reached in 1977 to much nearer the 76 percent of 1965. 


Sweden's relatively harmonious labor-management relationship has been key 
to the country's economic progress over the past several decades, but 
that relationship is coming under various stresses and strains. One 
source of the difficulties is a continuing decline in worker mobility. 
Positive programs to encourage moves to new jobs are still operating, but 
Government policy has shifted to emphasis on providing regional support 
to maintain employment in marginal areas. Structural obstructions such 
as housing shortages in some areas with high demand for labor also are 
hampering labor mobility. High marginal tax rates lessen the incentive 
for workers to try harder, and this is being reflected not only in 
decreasing mobility, but also in reduced willingness to work overtime, 
and growing numbers of part-time workers. Generous benefits for sick 
leave--and no requirement for proof of illness lasting under eight 
days—-are reflected in high absenteeism rates, a problem especially for 
assembly-line operations. 


Nevertheless, it would be wrong to jump to the conclusion that 
developments in Sweden's labor policies have all been negative for 
employers. For example, one vital benefit has been a very low amount of 
work-time lost because of strikes or other disturbances. Also, worker 
participation in decision-making has led to innovative techniques which 
may well give Sweden a productivity edge over other industrial nations in 
the future. Participative procedures have led to job rotation schemes, 
assembly by autonomous groups and a variety of other new organizational 
forms intended to make work more attractive and stimulating. Reduction 
in wages by piece rate (from nearly half of total wages in 1965 to about 
one fourth at present) led to a drop in productivity initially, but this 
apparently is being countered by measures such as variable working hours, 
payment by results, group bonuses, and other new kinds of incentives. 


Proposals for profit-sharing by workers have tended to scare off 
potential investors in Sweden, for fear the proposals would lead to 
transfer of ownership to labor unions, but there is now a likelihood that 
some form of profit-sharing acceptable to business will be worked out. 
In fact, some sort of agreement is probably an unavoidable corollary to 
the need to convince wage and salary earners to accept slower growth of 
their income. 


Only half of the increase in unit labor costs in Sweden vis-a-vis the 
rest of the world in the 1970's was due to wage increases. One-third was 
due to decline in productivity (as production dropped while employment 
was maintained) and another one-fifth was due to revaluation of the 
Swedish krona. Increasing social welfare contributions each year 
accounted for the rest, and now amount to around 40 percent of the total 
wage and salary bill. Another important fact is that employers have 
regularly granted wage increases in excess of amounts set in collective 
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bargaining contracts, especially for skilled labor. In five years since 
1965,this so-called wage drift actually exceeded contractual increases. 


Another plus-factor for employers in their relations with labor has been 
organized .labor's willingness to accept automation. This attitude will 
be increasingly important in the 1980's. Labor's policy of reducing wage 
differentials between skilled and unskilled workers has handicapped some 
low-wage industries, but has resulted in advantages to industries 
employing a high proportion of skilled workers. In such industries 
(e.g., automotive, mechanical engineering) labor costs are often actually 
lower than they are abroad--and it is precisely such industries that are 
the ones whose competitiveness in international markets is most important 
for Sweden's foreign-exchange earnings. 


An increase in investment at the expense of consumption is necessary for 
slowing import growth in the decade ahead, but is by no means sufficient 
to provide a return to balance--external or internal. What is also 
necessary is some major restructuring of the industrial base. Investment 
must be encouraged in those sectors which can compete effectively in 
export markets abroad and with imports at home. Labor and other 
resources must be reallocated toward the capital and technology-intensive 
sectors. This means a future shift from industries based on raw 
materials, which accounted for 77 percent of total exports in 1954 but 
only 35 percent in 1977, to finished or semi-finished manufacturing in 
general and the "engineering" sector in particular. The need became even 
more apparent during the 1970's as cheaper raw materials were discovered 
abroad, growth limits on some Swedish raw materials such as forestry 
products became apparent, and technology began to flow more rapidly to 
countries with low labor costs. Adjustment in the last decade was slowed 
by the need to counter sharp cyclical swings. Industries based on raw 
materials continue to account for about 26 percent of total employment, 
as in the 1950's. Direct subsidies to ailing industries also slowed 
structural change as these subsidies increased from 1 percent of the GDP 
in 1965 to over 3 percent of the much larger GDP in 1976. 


The first test of the Government's intention to achieve a restructuring 
will be before Parliament this spring in the form cf a plan to overhaul 
the shipbuilding industry. This calls for additional subsidies of $1.5 
billion in the next five years, but a simultaneous reduction in 
employment of 7-8,000 jobs. The need to drastically lower employment in 
this industry is objectively clear, but several communities are highly 
dependent on employment in shipyards, and opposition to closures will be 
strong. Iron ore production is another key area where cutbacks seem 
necessary but are politically difficult. 


A major hope for Swedish economic growth is offered by the engineering 
sector, which already generates some 40 percent of total manufacturing 
and mining production. Surprisingly, Swedish producers of items 
requiring sophisticated technology enjoy labor cost advantages. Thus, 
workers in motor vehicle production were paid around $8.92 per hour in 
1979 versus $9.46 in West Germany and $11.59 in the U.S. (at current 
exchange rates and including fringe benefits.) Moreover, Sweden still 
has a_ technological lead in certain products, for example heavy 
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trucks, telephone exchange systems, and industrial robots. A _ special 
problem in this regard, however, is that Sweden's engineering sector must 
import about half of the final value added, so that the sector's growth 
can be achieved only by burdening the import bill. 


Construction stagnated in the latter half of the 1970's. In the next 
several years it will be necessary to increase construction of multi-unit 
dwellings by as much as 15 percent per year if serious shortages are to 
be avoided. 


In the financial sector, much more openness toward international markets 
is evident and new methods of financial intermediation are being 
introduced. In 1980, commercial banks are introducing certificates 

of deposit which, although of large denomination and limited to 

less than one year maturity, will offer the first real money market in 
Sweden. Banks will be allowed actively to trade these CDs, including 
their own. Sales via credit cards, although accounting for only about 2 
percent of retail trade, have been growing by some 20 to 40 percent a 
year since 1976. 


The energy crunch in Sweden is at least as severe as in any other 
industrialized country, as Sweden is more dependent than most on imports 
of oil. A referendum scheduled for March 23, 1980, is expected to 
approve continued reliance on nuclear power to prevent energy shortages 
until at least the 1990's But the nuclear plants are viewed only as a 
stop-gap pending development of alternative sources, and in any case the 


need will long remain for Swedes to conserve energy more stringently than 
in the 1970's. 


B, IMPLICATIONS FOR THE U.S. 


Sweden's choice of positive adjustment, rather than trade barriers, as a 
solution to its long-term problems is good news for the U.S. exporter, 
and much in line with Sweden's traditional liberal attitude towards 
trade. The reductions in tariff and non-tariff barriers, which resulted 
from the Tokyo Round of GATT negotiations, will also make Sweden a more 
attractive market. However, the Swedish customs agreement with the 
Common Market will still give advantages to certain European producers. 


In the Swedish market, it is clear that no sizable increases in consumer 
spending can be anticipated, but U.S. consumer goods still enjoy the 
price advantage which lower dollar values have brought. U.S. exports 
also enjoy high repute and popular appeal--they can earn market shares 
from traditional suppliers, especially those who have been hampered by a 
revaluation of their currency. The market areas which will enjoy the 
highest growth rates in the 1980's, according to recent consumer studies, 
are leisure products (2.5 percent per annum in volume), housing and 
housing products (2 percent), and health care and medical equipment (1.9 
percent). The sophisticated computer analysis techniques and equipment 
being developed in the Use S- for medical applications should find a good 
market here. There is market resistance to products in the whole variety 


of building supplies and fixtures, but much could be done by determined 
U.S. exporters. 
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The biggest opportunities for U.S. exporters will be in the investment 
and intermediate goods areas. Rapid expansion of the engineering sector 
in the 80's will require large amounts of investment goods, especially 
those of a highly technological, labor~saving nature. Sweden already is 
reputed to have some 10 percent of the world's industrial robots, and may 
produce as many as 5,000 such robots per year by 1985. Just as important 
for the U.S. will be demand for a variety of components and intermediate 
goods. Many products produced in the engineering sector here import 50 
percent of the final exported value of the product. Electronic 
components and subassemblies from the U.S. are already widely used and 
can be expected to expand their share of the market. Final demand for 
automated data equipment, computers and peripherals, data collection and 
communication equipment for business and office will continue to expand. 
Point-of-sale terminals will have good potential, as retail outlets 
attempt to reduce costs, and automated process control equipment will be 
in demand. 


Total exports from the U.Se to Sweden increased by well over 30 percent in 
1979. When the final figures are in, the rate of growth will be 
something between 31 and 38 percent, well above the estimated increase in 
total Swedish imports (29 percent). The U.S share of imports will 
probably prove to have been upwards of 7.5 percent, despite the heavy 
increase in oil costs. We expect this share to increase steadily through 
at least the first half of the decade ahead, for the mix of U.S. exports 
is heavily skewed towards investment and intermediate goods, exactly the 
areas in which sizable demand can be expected. 


Total foreign borrowing will increase in 1980 to SEK 17 to 20 billion ($4 
to 5 billion). A good part of this, perhaps as much as SEK 12 billion, 
will be borrowed by the Government, and a sizable portion will probably 
be arranged through New York financial markets. 


It should also be clear from the above that Swedes will also be providing 
substantial competition for U.S. exporters. This competition will not 
only be visible in Europe, where Swedes will take advantage of their 
.trade agreement, but vis-a-vis the less developed economies of the 
world. Sweden's share of trade with the LDC's has lagged behind its 
share of world trade as a whole, and a concerted effort can be expected 
to reverse that situation. 


Although foreign investment in Sweden has suffered from a variety of 
uncertainties in recent years, we believe opportunities for U.S. 
investors are good in certain areas. High rates of absenteeism and other 
social costs in Sweden are offset by attitudes toward technological 
change, and by the fact that in some industries total labor costs for 
skilled workers are actually less in Sweden than in many industrial 
nations. The fact that Sweden enjoys a free trade agreement with the 
Common Market adds to its attraction. For the immediate future, it would 
appear that the trend toward increasing Swedish investment in the U.S. 
market will continue handsomely to exceed incoming investment by U.S. 
firms. 


# U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/264 
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